Sgp 25 1987

Dear Applicant:

We have completed our consideration of your application for exemp-
tion from Federal income tay under section 501(cY(3) of the Internal
Revenur Code.

Aecording to your Articles of Incorporation, you are organized cxclu-
~fvelv for charitable and educational purposes. More specifically,
your Articles state that you arc orpanizced exclugively for the purpose
of promoting and conducting 2 scholarship papeant for the purpose of
raising funds to provide scholarships to femele participants.

You are a franchlsed local preliminary pegeant to the I
N oo the I )¢ vinner of your pageant will
compete for the title of NI -rd the girl chosen os NG
will compete for the title of . Your primary activity is

the conducting of your local pageant and all the various other events
surrounding the pagcant itself. 1In additfon to the actual pageant,
various social affairs incluiing a pageant preview party, banquets and
dances sre held. Most of jyour receipts are from ticket sales to the
papeants and other functions, from the solfcitation of sponsorships,

and from the sales of advertising.

Most of your funds have been sbent on promoting and advertising the
pageant and for the cxpenses actually incurred in conducting and operating
the papenht and the related functions and sffairs. Basged on the finuncial
data you have provided, revenues received in connection with your recent
pageant amount to SHENEEE. Out of that amount, a total of SHEEM is design-
ated as actual scholarship awards for the benefit of the winner and three .
runnerups in the amounts of SHEER, ¢HE, (MM, and SHEM respectively.
A L4 T ‘

Scholarship awards are to be used for tuition, room, board, supplies and
other college expenses. Usc of the scholarship must generally begin.

{ within 1 year of the datc of the awerd. At the.termination of a winner's
full year of reign, if she has graduated from college, the ba]ance of the
scholarship owed her wil) he paid to her in caah
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According to your franchise agreement with the state pagaant, conteat-
ants muat be high school graduates detween the ages 17 and 26 and

they nust possese tulent, poige, personality, intelligence, charm and
beauty of face end figurae. N

Contestents muat enter into a contractual asgreement stfpulsting that,

1f selected ae » winner, they will not endorse any products competitive
to products gold by the national sponeors of the IIIIIININEIENEGNGEGEGGEG
they will not endorse 1iny products without the approval of the local
pageent, they will not competc in any other psgeants, they muat compete
in the State Pageant, and they must be availablo to appesr at booked
engegements during the period of thedr reign. Violstion of the contract
and contest rules will result in forfefture of the scholarship award.

Section 501 (e)(3) of the Code provides exemption for:

“Corporation...organized and operated exclusively for religiocuas,
charltable,...or educationr] purvusme,...no pevt of the net cern~
inrgs of which inures to the benofit of any pi vate gharcholder or
fndividuel.

Sectfon 1.501(cY(3)-1(e)(1) of the Income Tax Regulations provides that:

“An organization will he regarded ns 'operated exclusively’ forx

one or pore exempt purposes only 1i 1t engager privavily in activities
which eccomplish one or more of auch excnpt purposae srecified in
gection 501(:)(3)...

In I'iss Caurgia Scholarship fund, Inc. v. Covmissioner 72 T.C. 267 (1979)
the court held thst an orgarniration vhose primary activity was the conm
ducting cof a state pageant and giving acholarships to the contecetants did
not Gualify for exemption under section 301(c)(3) of the Code. All
contestants, as a condition of receiving a scholorship, were required

to sign a contract that obligated them to abide by pageant ruiee 4if
selected an winners. The court concluded tt:t the amoimts awarded were
not scholarskip as such because they were swarded in considaration of
contractual obligations. Thuse the orgenirzetion v: pot turthnting &n.
educationa) purpose and did not qualify for excuption.

Revenue Ruling 68-20, 1968-1 C.B. 55, deals with the Pedaral incoue S V
tax treatment. of yaricis mequots rac31VQd Ly & taxpaysr vho partici- ;
pates in n\d"ﬂns e contest. ~The contest is a- -patiopal beauty conteet ‘ SR |
and pagsant condmtod by 8 profit making orgapigation.  The contest~
o suts in the national:pageant are Jocel. wisners fyon about 100 major
roon o mitroplolitap greas that ars nlocted on the basia of. n.lwnt, charm, -
e N and greoming ., Ktcli:,loc-l winner ie requ!,yad to eign @ céntract fiaing,.
her righta uud dutiu a8 & p-tticipmt ‘n. tho nuiml con:ut. aa 8 ‘ o
possible national wimmer. | o S o N
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The vinner is entitled to receive a A-yrar 'scholarship' to the collerpe

of her choice. Under the circumstances, the 'scholarship' is compennation
to the contest winrer for perticipetion in the rontest, for paying s
leading role in the televimed pageant, and for performing subsequant
se-vices for, snd at the direction of, the corporetion.

Revenue Ruling 64-182, 19864-~1 C.B. 1Bt, holds to the effect that »p
orgenization engrping {n erctivities that sre not in thepgelves charit-

able or educationsl may atill qualif: for exemption under section 501(c)(3)
if 1t 18 condvcting # progrev of making charitable grants ard contri-
butions commensurate with fte financial resources.

Like the organfravion desciibed zhove, your achkolsrship nwards ere

given contirgent on contestants abfding by and completing certain
contracturl otligsations. Such paymentes arc considered prizes or awarde
piven for competing fp end winning a contest. The awardn also serve

af an Induccement to sttrsct a high quality of contestante, which mnbes

for a more successful locc! state and national pagesnt.

In addition, eren 11 nruch prirer car be congidered acholarships thz amounts
prid out &6 such only amount to some Mo B ot your grosa receipte.

Ve do not beltleve diutributiors of that siee @eet the commengsurete test

of Revenue Ruling 64-~162.

Accordingly, we have detcrmined that you do .not quelify for exemption
under section 501(c)(3) of the Code because you are not operated
exclusively for ¢ducational or charitable purposes. Rather, your

“primary purpose {8 rhe opsrati~n of a psgeent which does not further

a charitable or educational purpcse,

If youn do not sgree with theseé conclusicns, you wmay, within 30 days

from. the date "~ .this letter, file in duplicate a brief of the frcty,
Jaw, and grgtment that clearly sats forth your poaftion. Tf you

dcatre ant oral discuselon of the izave, plesse fndicate this fn your =~
protest.. The rnclnsnd Publ{ication 8°2 gives, 1natructiona for flling .o
e prot‘ac, . ”x- R ) R "w ) v oo f,%t,e;&:,,
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If you do nbt file s protent with thig offica withsn 30 days of the

date of thin reycrt or letter, this proposed dotoruinatxon wvill become
final.
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1t you do not ‘protest this propOncd deterninatian in a timely manner,
1t will be considered by the Intarnal iavcnub 8arv1co 28 & f:ilure to
exbaust avaflzlble sdainistrative remedies. Seciiom 762&(b)(2) ‘of . the T
Internal Bavnnua Code provides ip part that, A~ dchnratory ‘Judpmdnut SR

U or dectee under this section ehall not be itaurd in any proceeding

unlesp the Tax Court, the Court of Claims, or the District Cour: of

the Dnited States for the Districe of Columbia. deternlnea that the
organizstion-involved has exhausted adnini-trltivoixenedie. avail&blc“,,mfggg K
to.gt within the InLernaI Fevonnc Service.". R -
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If this determination Jetter heconen s final determinatior, we will
netify the appropriate frate Cfficiala, os required by section 610A(c) A
of the Code, thet beegad on the informaticn we have, we sre wunabic to
recognine you as »n organization of the type dexcribed {n Code gecticon ]
S01(c) (1), {
!
1f you agree vith these conclusions or de not wish to file 8 written .
proteet, please gign and veturn Form 6018 in the enclosed aself-addrensed o
eavelope ar acon ¢8 possible. :
1f youv Yo any further questions, you mry contnact thre person vhoge
name, adérese end phone number are shown ot the bepinning of this ;
12tter,. ‘
Sincerely, :
|
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